7 General Business Conditions 


HE overwhelming Allied victories of 
he past month leave little doubt that 
the end of the European war is in 
sight, and that the struggle is being 
prolonged chiefly by the desperation 
of the Nazi leaders and their futile hope that 
if they will hold on events will somehow turn 
in their favor, permitting them to make an 
“easy” peace. To this end they are sacrificing 
the manpower and resources of their country, 
and bringing upon it a far greater destruction 
and loss than it is now capable of inflicting. 
How long their senseless policy will prevail 
' can hardly be foreseen, but what the end will 
| be is apparent, for the German armies are 
' steadily being broken, their communications 
- cut and their material destroyed. 
; It seems correct to say that the German 
_ forces in the West are now more thoroughl 
_ defeated than they were in the Fall of 1018. 
' Then their front was unbroken and their com- 
' munications intact. The Allied commanders 
_ expected them to make a fighting retreat to 
| the Rhine and put up a strong defense there, 
_ and were preparing major offensives for 1919. 
|: But Germany did not choose to spend her 
_ strength on a hopeless defense. Now the ques- 
_ tion is how long she can defend herself if she 
wishes. The Allied generals are confident that 
' the bulk of the German armies will never get 
' back to the Rhine as a fighting force. If they 
' do not the defense of Germany for any length 
_ of time will be impossible. 
In the East the Germans cannot possibly 
_ restore the breach opened in “fortress Europe” 
_ by Russia’s victories, Rumania’s turnabout 
_ and Bulgaria’s defection. At a stroke the battle 
line has moved to the Hungarian frontier and 
' probably it will move soon to the Austrian fron- 
tier. Meanwhile Russian pressure in Poland 
- and the Baltic States continues and new offen- 
_ sives there are almost certainly being organ- 
_ ized. In Italy the German line is outflanked 
| by the Allied conquest of Southeastern France. 
| Our forces are bearing nobly their part in 
these great battles. The achievements of the 
American armies in France will stand in history 
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as supreme examples of military boldness, 
vigor and skill, all resting in last analysis 
upon the courage and devotion of commanders 
and men at the front, supported by the flood 
of weapons poured out by the workers at home. 
The interest of the country is overwhelmingly 
centered in their progress. Mingled with the 
feelings of thankfulness for approaching vic- 
tory, and of sorrow and reverence for the 
fallen, are feelings of gratification over the way 
American troops have acquitted themselves. 
Nothing less was expected, but the country is 
proud that representative American youths 
have overcome the best Germany can offer. 
Waiting for the End 

From now until the war’s end the country 
will be waiting; and meantime making what 
preparations and adjustments it can without 
relaxing in the work and effort still needed. 
To many people the country appears to be 
approaching reconversion problems in a de- 
plorable state of confusion. The military view- 
point is that too much emphasis is being placed 
too early upon reconversion, and that the war 
effort is being hampered by failure to concen- 
trate sufficiently upon production of military 
items that are still urgently wanted. On the 
other hand, a strong body of opinion holds 
that postwar programs are subject to far too 
much delay and controversy, and that the 
country will pay a penalty of unnecessary 
depression and unemployment for not being 
forehanded. 

While there is plainly an excess of con- 
fusion, controversy and delay, it is possible 
that the situation is not as bad in either respect 
as the extreme critics charge, and that it will 
be brought into better shape, before time runs 
out, than they are now ready to believe. The 
opinion expressed by some military officials, 
that reconversion is holding back war pro- 
duction, rests chiefly upon statements that 
labor is leaving war plants for more lasting 
jobs. Where this is the case, however, it is 
unlikely to be stopped by suppressing discus- 
sion of reconversion; for it is not this discus- 
sion, but the progress of the armies, which 
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leads people to expect early victory. The real 
question is whether actual-increases in civilian 
production are being permitted at the expense 
of the war effort. Little concrete evidence to 
that effect is offered. All the War Production 
Board’s orders designed to facilitate recon- 
version are safeguarded to assure against 
withdrawing labor from war production, with 
the War Manpower Commission having the 
last word ; and the evident fact that very little 
reconversion is taking place or is at present 
possible under these orders is the answer to 
the fears of those who opposed them. 

In the overwhelming majority of war items 
it is clear that production is up to require- 
ments, and that stocks in most cases are abun- 
dant. Two economists of the W.P.B. resigned 
last month because of refusal of higher authori- 
ties to give publicity to figures showing mili- 
tary inventories at levels which they believed 
were large enough to justify further cutbacks. 
Testimony, however, has been offered that out- 
put of certain items is behind schedule and 
below needs. The causes of this are various. 
Some of the programs have been so recently 
expanded, due to changing requirements and 
rapid progress of the war, that there has not 
been time for production to catch up. Others 
are due to difficulties in maintaining the labor 
supply and labor efficiency at all the points 
where bottlenecks exist, and to excessive turn- 
over and absenteeism, which have plagued the 
war effort throughout and which doubtless 
have been increased by the hot weather. 

These items are the exceptions. If their pro- 
duction can be speeded by withholding per- 
mission to resume civilian goods manufacture 
the regional officials of W.P.B. and W.M.C., 
who should best know the facts, have the nec- 
essary authority and may be relied upon to 
act in the interests of the war effort. 


Progress in Government Programs 


If comparison is made between the state of 
postwar preparations now and at the cor- 
responding stage of the first World War, it 
is all in favor of the present—as it should be, 
considering the lessons of experience and the 
greater magnitude of current problems. When 
the Armistice came in 1918, it had been ex- 
pected for only a few days or weeks, and 
little or nothing had been done toward estab- 
lishing principles or procedures to deal with 
transition questions. The difficulties of con- 
tract termination and settlement of claims had 
been little considered, virtually no thought 
had been given to disposition of surplus prop- 
erty, and even the demobilization of the armed 
forces had received only preliminary study. 
Controls over prices, business and labor were 
fewer, simpler, and incomparably less far- 
reaching. 

For this war excellent legislation to govern 
settlement of claims on terminated contracts 
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has been passed. Whether the administrative 
handling of terminations will be as excellent 
as the legislation of course remains to be dem- 
onstrated, but the pattern laid down has won 
general commendation. Congress is well-ad- 
vanced in its consideration of surplus property 
disposal and of overall demobilization prob- 
lems; a good bill covering the former has 
passed the House and bills covering the latter 
have passed both the Senate and the House. 
Many proposals have been considered, and 
many that were inadvisable or unsound have 
been rejected. 

While the final form of these bills is uncer- 
tain, and lack of space prevents discussion in 
detail, mention should be made of sound pro- 
visions in the “War Mobilization and Recon- 
version Act of 1944” (S.2051) as passed by the 
Senate and approved by the House with some 
changes. It provides that war production shall 
not continue “merely for the purpose of pro- 
viding business and employment.” It provides 
that non-war production shall be permitted 
whenever it does not interfere with production 
for war purposes, regardless of whether some 
competitors are free from war production be- 
fore others, and regardless of the previous posi- 
tion of producers in the industry. Of course it 
is desirable as far as possible to treat competi- 
tors equally ; hence the latter provision will not 
be welcome to everyone. However, there are 
sound reasons for it. It puts the national in- 
terest in employment and production above 
competitive interests. If people are to have 
jobs, scarcities of goods are to be eliminated, 
and the inflationary menace defeated, this is 
where the emphasis belongs. 

Likewise the unemployment compensation 
provisions of S.2051 represent a _ smaller 
charge on the Treasury and on the economic 
system as a whole than was provided in the 
rival Murray-Kilgore proposals, which were 
defeated. Senators Murray and Kilgore both 
made pleas for higher compensation, on 
ground described in the debate by Senator 
Murray as follows: 


Mr. President, there are those who have charged 
that the unemployment compensation features of this 
bill are wildly extravagant. They fail to realize that 
the purpose of the unemployment compensation pro- 
visions is not to provide relief but to stimulate pur- 
chasing power and employment. 


The two Senators argued that higher un- 
employment compensation would cost less be- 
cause if it were paid there would be less un- 
employment, but Senator Ferguson disposed 
of this argument by suggesting in effect that 
a still higher rate be paid so that there would 
be no cost at all. The Senate as a whole in 
defeating the proposals evidently was moved 
by the consideration that the benefits granted 
would make unemployment too attractive, by 
the charge on the Treasury, and by the infla- 
tionary danger, and rejected the argument 
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that continuous government spending would 
keep the country prosperous. The bill as 
passed will provide unemployment compensa- 
tion on a scale determined by reference to 
needs, local standards, and ability to pay rather 
than by the spending philosophy. 

In all these matters the Baruch-Hancock 
report of last February—for which there was 
no equivalent in the last war—is proving of 
inestimable benefit, and the influence of the 
sound principles it laid down is felt every- 
where. The authors of the report were moved 
last May to sound their call of “Hurry, 
hurry,” which should have been heeded soon- 
er, but Congress has now made these meas- 


ures practically its sole business, and the coun-— 


try will soon know what principles and pro- 
cedures it must adjust itself to. 


Reconversion Policies 


Also, business men have more to go on than 
they had a month ago in judging what to ex- 
pect both before and after the end of the Euro- 
pean war, — provided, to be sure, that changes 
in W.P.B. administration do not alter the poli- 
cies which now seem to be evolving. The order 
of August 15, permitting local resumption of 
manufacture of essential civilian goods where 
there will be no interference with the war 
effort, will be controlling until the European 
war ends. As already stated, this order will 
not lead to any substantial early increase in 
civilian production, but it tells manufacturers 
what conditions they have to comply with and 
it encourages and facilitates planning. 

Policies to govern after the European war 
ends are less definite, but light has been thrown 
upon them by official W.P.B. statements. Mr. 
Nelson, the chairman, has said that war pro- 
duction will be curtailed by 40 per cent when 
the Germans surrender, and that this will clear 
the way for an increase of 30 per cent in civilian 
output. Mr. L. F. Boulware, vice-chairman in 
charge of operations, has followed this by say- 
ing that with from six to a dozen exceptions 
the “L” orders, which restrict output of cer- 
tain articles, and the “M” orders, which limit 
use of materials in specific products, can be 
wiped out in a matter of hours when the time 
comes. The orders whose continuance will be 
necessary cover partly materials whose major 
source is in Japanese-dominated territory (tin, 
manila hemp, natural rubber) and partly the 
few in tight domestic supply (lumber, paper, 
some textiles and chemicals). Probably a 
simple priority system will be used for the 
benefit of war manufacturers and the Con- 
trolled Materials Plan will be reduced to a 
compilation of statistics. 

Nothing could be more essential than the 
prompt elimination of these limitation orders 
at the same time that wholesale cancellations 
of war contracts go out. Many think that Mr, 
Nelson’s estimate of 40 per cent as the pros- 


pective cutback in war production is conserva- 
tive. Even if it is no larger, the transition to 
a 30 per cent increase in civilian production 
will be slow and confused unless manufactur- 
ers are free to make their adjustments, set their 
plans, get ahead with their re-tooling, and ob- 
tain materials with a minimum of restraint. 
When war contracts are cut as indicated, raw 
materials with few exceptions will be in sur- 
plus supply. There will no longer be reason 
or excuse for limitations on their use, and the 
first essential reconversion policy should be to 
wipe out such limitations promptly. 

In these decisions also the influence of the 
Baruch-Hancock report is plain. The report 
called for an early review of all materials limi- 
tations, for an early start in relaxing controls, 
and for elimination of all controls when no 
longer necessary. In some quarters there is 
sentiment for “controlled decontrol,” or in 
other words, continuance of government plan- 
ning and controls for a considerable time, per- 
haps until there is no longer any need for war 
goods at all and the civilian economy has been 
finally reestablished. Those who share this 
sentiment should ask themselves whether it 
is calculated to provide more, or less, produc- 
tion and employment. As materials and labor 
become ample, which now seems likely within 
a fairly short time, what function can govern- 
ment allocations perform that will not be re- 
strictive? Even if there should be no intent to 
make them restrictive—in which case it is 
hard to see why they should be maintained — 
their very existence would give them that 
effect, due to the inevitable delay and red tape 
in their operation. 

Chiefly the people who are of this view want 
the controls continued in the interests of “fair- 
ness” as between competitors. But the ques- 
tion is, how much fairer to everyone concerned, 
including the general public, are government 
allocations and decisions than the decision of 
a free market, open to all? 

In the study of reconversion policy and tran- 
sition problems the guiding question should 
be, who is responsible for prosperity? There 
is a sphere in which sound government action 
is required, but mostly for the purpose of pro- 
tecting the ability of, and encouraging, private 
enterprise to go ahead. The Government can- 
not possibly assure genuine prosperity by 
providing work itself, for this leads to “made 
work,” — work undertaken without regard to 
cost or economic value. To consider that such 
work makes a country prosperous is as much 
a delusion as a belief that war makes us pros- 
perous. The same delusion is responsible for 
the proposals for deficit spending. Actually 
the war deficits have created a debt and a 
credit expansion which is a menace, and the 
great need is to remove the menace by a re- 
turn to sound fiscal policies instead of adding 
to it after the war. 
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Nor can the Government assure prosperity by 
assuming the direction of private enterprise. 
For the Government cannot make people go 
ahead and do things; it can only direct or 
prevent them, if they want to do things. Thus 
government planning and control is necessary 
in wartime, but by its nature it is restrictive 
in peacetime. This one principle is the answer 
to all the arguments currently being advanced 
for “controlled decontrol.” It is the principle 
that should govern reconversion policies. 


Postwar Tax Plans 





With anticipation of the end of the war the 
planning ahead in taxes, as in other phases of 
national policy, is facing new objectives. The 
task is no longer one of adapting the tax sys- 
tem to a war economy, with its need for enor- 
mously increased revenues and restraints upon 
civilian spending and inflation. It becomes one 
of readjusting the tax system as speedily as 
possible to peacetime needs, with emphasis 
upon the kind of taxes which, while providing 
adequate revenue for the necessary expendi- 
tures of the Government, will afford the least 
impediment to enterprise and the expansion of 
postwar employment. 

Both political parties are pledged in their 
platforms to lower taxes after the war. In 
Congress, the joint committee on internal 
revenue taxation of the House Ways and 
Means Committee and the Senate Finance 
Committee, in collaboration with Treasury 
tax experts, is engaged in a study of postwar 
taxation. Likewise, many private organiza- 
tions are studying the problem. 

Three different groups engaged in economic 
planning and research have recently prepared 
comprehensive postwar federal tax recom- 


mendations, the publication of which has 
stimulated discussion. The first of the plans 
issued was prepared by Harold F. Groves, 
Professor of Economics at the University of 
Wisconsin, published under the auspices of 
the Committee for Economic Development in 
book form entitled “Production, Jobs and 
Taxes” (McGraw-Hill Book Co., New York, 
$1.25). The second or “Twin Cities Plan” 
was prepared by a group of Minnesota busi- 
ness men as “a realistic approach to the prob- 
lem of federal taxation” and was issued in 
pamphlet form (Twin Cities Research Bu- 
reau, 332 Cedar Street, St. Paul, Minnesota), 
The third was a memorandum prepared by 
Beardsley Ruml and H. Christian Sonne for 
the National Planning Association and pub- 
lished in pamphlet form under the title “Fis- 
cal and Monetary Policy” (National Planning 
Association, 800 21st St., N.W., Washington, 
D. C., or 184 E. 64th St., New York, N. Y., 
25c).* 

The Groves plan is in the nature of a pre- 
liminary report to be followed later by one 
or more reports including detailed recommen- 
dations as to rates and provisions of different 
types of federal, state and local taxes. All 
three plans stress the fact that many of the 
proposals are necessarily tentative. 


*See also pamphlet “Postwar Tax Policy and Busi- 
ness Expansion” by Dr. Lewis H. Kimmel, Brookings 
Institution, Washington, D. C. (1943, 50c), and current 
series of articles by Godfrey N. Nelson in the New 
York Times; also “Postwar Tax Plans” by Professor 
Harley L.* Lutz of Princeton University in August 
1944 issue of Tax Review, published by Tax Founda- 
tion, New York; also study of postwar budget by 
Professor W. L. Crum of Harvard University for the 
National Bureau of Economic Research, summarized 
in article “The Federal Budget: A Challenge to Busi- 
nessmen” by John W. Welcker in Summer 1944 issue 
of Harvard Business Review. 





COMPARISON OF THREE FEDERAL POSTWAR TAX PLANS WITH THE PRESENT LAW 








Groves (Com. for 
Econ. Dev.) 


Present Law 


Ruml-Sonne 


Twin Cities Plan (Natl. Plan. Assn.) 





Corporation income taxes 
Normal and surtax 40% 
Excess profits tax 95% 
Tax on undistributed income — None 
Franchise tax None 





Other corporation taxes 
Capital stock tax $1.25 per M 
Decl. value excess profits tax — 6.6 to 13.2% 
Penalty tax on consol. returns — 2% 
Dividend receipts subject to tax. 15% 


Individual income taxes 

Exemptions — single $ 500 
Exemptions — married 1,000 
Credits for dependents 500 
Normal rate 8% 
Surtax begins at $0 to $2M @ 20% 
Surtax maximum Over $200M @ 91% 
Dividends received Fully taxable 
Interest on govt. obligations__. Partially exempt 


Retail sales tax None 
Excise taxes Various 











Possibly 


Maintain broad 
base and high 
standard rates, 400 500 
Some moderation 10% 16% 
in middle and 
upper brackets. 
Fully taxable 
Fully taxable 


Repeal or reduce 


Repeal 40% 

Repeal Repeal 
None 
None 


Repeal 
Repeal 
16% — New 


None 5% — New 


Repeal 
Repeal 
Repeal 
Repeal 


Repeal 
Repeal 
Repeal 
Repeal 


Repeal 
Repeal 
Repeal 
Repeal 


$ 600 
1,400 


$ 500 
1,000 


$2M to $4M @ 6% 
Over $300M @ 50% 
40% exemption 
? 


$2M to $8M @ 1% 
Over $200M @ 50% 
Fully taxable 
Fully taxable 


None 


Tobacco, alcohol, 
possibly gasoline 


None 5% — New 


At 1943 rates 


i 





100 
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The Three Plans Compared 


As an aid in examining the specific pro- 
posals of the three plans, the main features 
have been brought together in the accom- 
panying summary, which shows also the pres- 
ent law. Any condensed summary tends of 
course to oversimplify the programs, since 
many of the proposals are not strictly com- 
parable and are subject to qualifying detail. 

All three plans stress the importance of a 
postwar tax program that will give incen- 
tive to business expansion, particularly the 
growth of small business enterprises. The 
plans are unanimous in condemning the un- 
fairness and retarding effect upon investment 
of the present double taxation of corporate in- 
come, first as income to the corporation and 
then as dividend income to the shareholder. 
In order to remove, or at least relieve, this 
discrimination against income from stock in- 
vestments, there are various proposals for 
eliminating or drastically reducing direct 
taxes upon corporate income as such, but tax- 
ing the income when received as dividends by 
the individual shareholders. In this way, in- 
come from business will be taxed only once, 
and will be subject to the same graduated 
personal taxes that apply to income from 
other sources. 

At the present time corporations are sub- 
ject to a combined normal dnd surtax rate of 
40 per cent, and an excess profits rate of 95 
per cent. As shown in the comparative sum- 
mary, the Groves plan proposes the repeal of 
both the excess profits tax, and the normal 
and surtax, with possible substitution of a 
normal tax on undistributed income. The 
Twin Cities plan would repeal the excess 
profits tax, but retain the normal and surtax 
at 40 per cent. The Ruml-Sonne plan would 
repeal both the excess profits tax and the 
normal and surtax, but substitute a new “fran- 
chise tax” of 5 per cent on net income, as well 
as a new tax of 16 per cent on that portion of 
net income not distributed. 

Dividends received by shareholders would 
continue, as at present, to be fully taxable 
under both the Ruml-Sonne and the Groves 
plans; the latter suggests that the tax on 
dividends be withheld by the corporation. The 
Twin Cities plan, which proposes to retain the 
40 per cent corporate normal tax, would ex- 
empt from taxation 40 per cent of the divi- 
dend income received by individuals. 

All three plans recommend repeal of four 
other corporate taxes: (1) capital stock tax 
of $1.25 per $1,000; (2) declared value excess 
profits tax of 6.6 to 13.2 per cent; (3) penalty 
tax of 2 per cent on filing consolidated re- 
turns; and (4) provision in present law sub- 
jecting to tax 15 per cent of intercorporate 
dividend receipts. 
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In the proposals with respect to individual 
income taxes, all three plans recommend— 
either in general language or specific rate 
schedules—maintenance of a’ broad base and 
high standard rate, but some moderation from 
the existing high wartime rates. The Twin 
Cities plan proposes a new federal tax of 5 
per cent on all retail sales, with no exemptions, 
but offers as an alternative a higher schedule 
of individual income tax rates in case the sales 
tax is not adopted. Neither of the other two 
plans recommends a sales tax. 

Repeal or reduction of excise taxes is recom- 
mended in the Groves plan, and the Ruml- 
Sonne plan would repeal all excise taxes ex- 
cept those upon tobacco, alcohol, and pos- 
sibly gasoline. The Twin Cities plan suggests, 
in general terms, applying the 1943 rates. 

In connection with capital gains and losses, 
the Twin Cities plan proposes that all assets 
held over six months be treated as capital 
assets and that the rate on net capital gains 
be halved, with a more liberal treatment of 
net capital losses. 

Various other tax changes recommended in 
one or more of the three plans — too technical 
and numerous for elaboration here — refer 
to such matters as computation of corporate 
excess profits tax credits, carryforward and 
carryback of corporate net operating loss de- 
duction, need for more latitude in deprecia- 
tion and depletion reserves, lower exemptions 
and improved provisions of estate taxes, inte- 
gration of gift taxes with estate taxes, elimina- 
tion of tax exemption upon interest from all 
government securities, extension of merit rat- 
ing for unemployment compensation taxes, 
and allowance of limited deductions for post- 
war reserves. 


Assumed Budgets and National Income 


The three plans all proceed upon the as- 
sumption that the federal budget (exclusive 
of social security taxes, handled as trust 
funds) might be slashed by perhaps four- 
fifths from the present wartime level of ex- 
penditures—around $94 billion in the fiscal 
year 1944—bringing it down to around $18-20 
billion. This would still be more than twice 
as large as the 1939 budget, six times the 
average for 1922-31, and 25 times the average 
before World War I. The Twin Cities plan 
assumes that $18 billion of revenue needed to 
balance expenditures could be obtained at the 
rates proposed from a total national income 
of $120 billion. The Ruml-Sonne plan relies on 
a national income of $140 billion to produce 
$18 billion of revenue at the suggested rates 
and would not attempt to balance the budget 
except when-the national income is at that 
level. For purpose of comparison, the highest 
national income ever reached prior to 1941 was 


$82.6 billion in 1929, and the all-time peak this 
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year, swollen by war expenditures, is estimated 
at $153 billion. 

In basing their calculations on an assumed 
national income so close to the war peak, the 
authors of the Ruml-Sonne plan reflect the 
thinking of the school which holds that a 
balanced budget is undesirable except in time 
of maximum business activity and full employ- 
ment. This is the deficit financing theory. 
According to this theory, government spend- 
ing in excess of receipts, if pushed vigorously 
enough, not only will lift the national income 
but carry it to a level where the revenues flow- 
ing from the higher level of national income 
will automatically bring the budget to a bal- 
ance. That deficit spending may indeed ex- 
ert a stimulating influence and produce a tem- 
porarily higher level of national income need 
not be questioned, but that it will produce a 
balanced budget is quite another matter. Cer- 
tainly there is no warrant for the assumption 
in our experience. We tried it in the 30s and 
it did not work. The argument was then ad- 
vanced that the trouble was we did not spend 
enough—“if only we had spent a lot more 
everything would have come out allright”. But 
surely that argument was exploded in the ’40s. 
Though expenditures soared to unheard-of 
heights, and national income and government 
revenues also increased (the latter with the 
help of steeply higher tax rates), the revenues 
fell further and further behind the expendi- 
tures and the deficits became bigger than ever. 

Apart from national income, any assump- 
tions as to postwar federal budgets are de- 
pendent upon whatever demands—over and 
above the ordinary government operating ex- 
penses and interest charges—may be made 
upon the Treasury in the postwar period. Al- 
ready a great variety of proposals involving 
heavy federal expenditures have been brought 
forward, such as vast new super-highways and 
public works, an expanded social security sys- 
tem, grants of special benefits to service-men 
and to war, workers, support of farm prices by 
subsidies, continued lend-lease, a permanent 
large Army and Navy, an international sta- 
bilization fund and reconstruction bank, etc. 

On the basis of these different assumptions 
as to national income, the Twin Cities and 
Ruml-Sonne plans make estimates of tax rev- 
enues comparing with actual receipts-in 1939 
and 1944 as shown in the next table. 

The Twin Cities plan would get 28 per cent 
of the budget from direct corporate taxes, 31 
from direct individual taxes, and 41 from ex- 
cise and other taxes, a distribution somewhat 
similar to that of 1939. The Ruml-Sonne plan 
calls for 19 per cent from excise and other 


taxes, a share somewhat similar to that of | 


the fiscal year 1944 just closed, but only 6 
per cent from direct corporate and 75 from 
direct individual taxes. 


Comparison of Federal Revenue Receipts Assumed 
Under Two Postwar Tax Plans with Actual Receipts 
in Fiscal Years 1939 and 1944 


(In Millions of Dollars) 
Twin Run.!- 
Direct corporate 1939 1944 Cities Sonne 
Normal and surtax._. $1,123 $ 5,301* 
Excess profits tax... slit 9,374* 
Capital stock tax._—. 127 382* 
Dec. val. e.p. tax.__.. 84 187* 
Undistributed income... aie bite 
Franchise tax nani bit 


Subtotal 1,284 15,194 


Direct individual 
Ingome— withheld site 
Income—other 1,029 
Estate and gift 361 


8,455* 
14,283* 
552* 


Subtotal 1,390 20,290 


Excise taxes, etc. 1,751 4,462 
Sales tax—5% ae oa 

Social security—net... 237 492 
t 319 431 
Mise. receipts ....—- 184 8,280 








Total net receipts... $5,165 $44,149 


Percentage distribution 
Direct corporate 25% 34% 28% 
31 


Direct individual 27 46 
Excise and other 48 20 41 


100 100 


Total net receipts include the portion of excess profits taxes 
refundable after the war, but exclude the portion of social 
security taxes appropriated to old age insurance trust funds. 
*Distribution partly estimated. 








The Twin Cities plan, based on a national 
income of $120 billions, considers it unfeasible 
to raise so much of the needed $18 billions 
from personal incomes, and also gives less 
weight to the arguments against corporate 
taxation than the Ruml-Sonne plan. While 
heavy reliance upon a direct personal tax has 
the advantage of simplicity and of making 
the public “tax-conscious,” it also has serious 
disadvantages as compared with the employ- 
ment of a variety of different taxes, in that the 
personal income tax fails to reach large num- 
bers of taxpayers and falls with extreme se- 
verity upon those who do pay. Also, undue 
reliance upon a single tax leads to instability 
in government revenues. 


Many Other Questions to Be Explored 


In the development of the general postwar 
tax program, many questions must be care- 
fully explored in deciding how whatever tax 
relief is possible should be distributed as be- 
tween corporations and individuals. Much more 
information is needed on the source of “venture 
capital”—how much may be expected to come 
from corporations, large and small, and how 
much from individuals of the different income 
classes? It is agreed that business, particu- 
larly the small companies, must be given an 
incentive to produce and not just “play safe”, 
but how might changes in corporate and in- 
dividual taxes affect such incentives? 

An important series of questions relate to 
who pays business taxes? In other words, to 
what extent do corporate income taxes tend 
to be passed along to the consumer in the 
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cost of the product, thereby representing a 
convenient way of collecting money from the 
public for the Treasury? Would corporate 
tax relief widen margins of profit, and induce 
new investment, or would it be distributed to 
labor in higher wages or to the consumer in 
luwer prices? Would the proposed cuts in 
corporate taxes require—on the basis of a 
reasonable level of national income—exces- 
sively high personal taxes, or vice versa? 

In addition to a postwar lowering of tax 
rates, would this be an opportune time for a 
thorough revision of our entire federal-state- 
local revenue system with a view to simpli- 
fying its administration and reducing, if not 
fully eliminating, its admitted overlappings and 
inequalities? 

The major objectives, however, would seem 
to be, first, a determined effort to hold down 
the peacetime level of government expendi- 
tures by eliminating all nonessential outlays; 
and second, a lowering of tax rates with the 
reductions spread around where they will af- 
ford the most relief in fostering business ex- 
pansion, thereby lifting the standard of living. 
The fifteen successive deficits during the years 
1931-45 inclusive aggregate $210 billion, while 
the public debt has risen from $16 billion in 
1930 to an estimated $251 billion by June 1945. 
Even that will not be the top unless the budget 
is brought under control in 1945-46. 

Finally, the principle that public debt 
should be paid off in good times should be 
established; and the new postwar budget 
might well include a fixed amortization item. 
Even though it might not be possible to retire, 
net of refundings, the full amount in certain 
years, it might be possible in good years to 
retire much more than the fixed amount. Last 
month Mr. Daniel W. Bell, Acting Secretary 
of the Treasury, stated that it will be desirable 
after the termination of the war to adopt an 
overall policy with respect to debt reduction, 
and in due course the Treasury would recom- 
mend to Congress general legislation with 
respect to this subject. 


The Bretton Woods Agreements 





That some kind of international program 
is needed in dealing with postwar currency 
and credit is generally accepted, and a vast 
amount of thinking and planning has been done 
in this field. The American and British Trea- 
suries took the lead over a year ago in pub- 
lishing the White and Keynes plans for postwar 
currency stabilization, and last Fall the Ameri- 
can Treasury announced its tentative program 
for a United Nations Bank for Reconstruction 
and Development to function in the field of 
long-term credit. These moves stimulated 
widespread discussion and brought suggestions 
from many sources. In April this year came 


the joint statement of principles by the finan- 
cial technicians of the various United Nations 
governments, covering an International Mone- 
tary Fund to deal with the currency stabiliza- 
tion problem. 

This joint statement of principles, together 
with the U. S. Treasury experts’ plan for a 
World Bank for long-term credit, formed the 
agenda for the Bretton Woods Conference. 
It was the first full-dress official conference 
on these matters, and the conclusions reached 
constitute the first series of definite proposals 
coming before the various governments for 
action. While this is an important step, the 
plans are still far from adoption. They must 
still negotiate the hurdle of criticism and rati- 
fication by the home governments; and with 
us this, of course, includes Congress. It is well 
to bear in mind that the Conference itself was 
by no means in full accord on all points of the 
program. Most, if not all, of the delegations 
made reservations to the “agreements”, and 
because of these differences it was agreed that 
the delegates would submit the plans to their 
governments without recommendations, either 
for or against. 

As regards public appraisal of the Confer- 
ence proposals, the plain truth is that very few 
people understand them. Though the official 
texts have been published in full, they are so 
voluminous and the language so involved and 
technical as to make extremely difficult read- 
ing even for those who know something of the 
subject, not to speak of the average person un- 
trained in these matters. The first step, there- 
fore, in reviewing the Conference would seem 
to be to get a picture of some of the main 
things it did. 

Such an attempt may well begin by dividing 
the Conference results into three parts — (1) 
the general resolutions, (2) the proposed In- 
ternational Bank for Reconstruction and De- 
velopment, and (3) the proposed International 
Monetary Fund. 


General Resolutions of the Conference 


First, as to the general resolutions. While 
some of these are of a technical nature and 
can be passed over here, others ought to be 
mentioned. 

One of the resolutions, dealing with inter- 
national economic problems, contains the im- 
portant declaration that the purposes and ob- 
jectives of the International Monetary Fund 
“cannot be achieved through the instrumen- 
tality of the Fund alone”. Governments, in 
addition to implementing the particular mone- 
tary and financial measures which were the 
subject of the conference, are urged to seek 
the creation in the field of international eco- 
nomic relations of “conditions necessary for 
the attainment of the purposes of the Fund”, 
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More specifically, it is recommended that 
governments try to reach agreement as soon as 
possible on ways whereby they may best: 

(1) Reduce obstacles to international trade and in 
other ways promote mutually advantageous interna- 
tional commercial relations; (2) bring about the 
orderly marketing of staple commodities at prices 
fair to the producer and consumer alike; (3) deal 
with the special problems of international concern 
which will arise from the cessation of production for 
war purposes: and (4) facilitate by cooperative effort 
the harmonization of national policies of member 
states designed to promote and maintain high levels 


of employment and progressively rising standards of 
living. 


In other words, the Conference recognizes 
that currency stability is not a matter of 
monetary mechanisms alone, but depends upon 
actions and policies in other directions as well. 


Other resolutions deal with enemy assets 
and looted property and include the recom- 
mendation that the Bank for International 
Settlements be liquidated “at the earliest pos- 
sible moment”. The Conference resisted pres- 
sure for “doing something for silver”, sug- 
gesting that the subject be given further study 
by the interested nations. 


Action on the International Bank 


Of the proposals covering the two new in- 
ternational financial institutions, those for the 
Bank may be considered first, both for the rea- 
son that they have had less public discussion, 
and because they are simpler and more under- 
standable. 


Planning all along has been less advanced 
on the Bank than on the Fund, and while the 
U. S. Treasury — as already noted — had spon- 
sored a tentative plan last Fall, there was no 
joint experts’ agreement preliminary to Bret- 
ton Woods in the case of the Bank as there had 
been in the case of the Fund. Indeed, there was 
some uncertainty prior to Bretton Woods as to 
how far the Conference would get in consider- 
ing the Bank plan at all. In view of the fact 
that the Bank has been so much in the back- 
ground up. to now, a brief sketch of its princi- 
pal features seems in order: 


Purposes: The purposes of the Bank are set 
forth in the articles of agreement as follows: 


1. To assist in the reconstruction and development 
of territories of members by facilitating the invest- 
ment of capital for productive purposes, including the 
restoration of economies destroyed or disrupted by 
war, the reconversion of productive facilities to peace- 
time needs and the encouragement of the development 
of productive facilities and resources in less developed 
countries. 

2. To promote private foreign investment by means 
of guarantees or participations in loans and other 
investments made by private investors; and when 
private capital is not available on reasonable terms, 
to supplement private investment by providing, on 
suitable conditions, finance for productive purposes 
out of its own capital, funds raised by it and its other 
resources. 
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3. To promote the long-range balanced growth of 
international trade and the maintenance of equilibrium 
in balances of payments by encouraging international 
investment for the development of the productive 
resources of members, thereby assisting in raising 
productivity, the standard of living and conditions of 
labor in their territories. 


4. To arrange the loans made or guaranteed by it 
in relation to international loans through other chan- 
nels, so that the more useful and urgent projects, 
large and small alike, will be dealt with first. 

5. To conduct its operations with due regard to the 
effect of international investment on business condi- 
tions in the territories of members and, in the imme- 
diate postwar years, to assist in bringing about a 
smooth transition from a wartime to a peacetime 
economy. 


Membership and capital: As a means of attain- 
ing the above broad objectives, the Bank would 
have an authorized capital of $10 billion, of 
which $9.1 billion would be initially subscribed 
by the 44 United Nations meeting at Bretton 
Woods. Of the latter total, the United States’ 
share would be $3,175 million, or approximate- 
ly 35 per cent. That of Great Britain would be 
$1,200 million; Russia $1,200 million; China 
$600 million; and France $450 million. 

Not all of this money, however, would be 
wanted immediately. Initial payments of each 
member country would be limited to 20 per 
cent, of which 2 per cent would be in gold or 
U. S. dollars and 18 per cent in local currency 
(with provision for deferment of gold contri- 
butions in cases of devastated countries or 
countries whose gold reserves have been seized 
or immobilized as a result of the war). The 
initial payment of the United States would 
therefore be $635 million. The balance of 80 
per cent would be reserved in the form of un- 
paid subscriptions as a surety fund for the 
securities guaranteed by the Bank, and would 
be called only as needed to cover defaults on 
such issues. 


Management and voting power: Management 
of the Bank would be vested in a governing 
board representative of each member country, 
and meeting annually with such additional 
meetings as may be provided for by the board 
or called by the executive directors. The latter 
would be a body of twelve in continuous ses- 
sion, 5 members to be appointed by the coun- 
tries having the largest quotas — The United 
States, Great Britain, Russia, China, and 
France — and the others elected under a sys- 
tem of proportionate representation. The ex- 
ecutive directors would be responsible for the 
active conduct of the Bank, and would appoint 
a president as the principal operating officer. 

Voting power would be on the basis of 250 
votes for each country plus one vote for every 
$100,000 of that country’s subscription. Thus 
the United States would cast about 31 per cent 
of the total votes, a larger proportion than any 
other country, but a smaller proportion than 
its 35 per cent share of the Bank’s capital. Ex- 
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cept as otherwise provided, decisions would 
be by majority vote, but on certain specified 
questions the margins required would run as 
high as 75-80 per cent, hence giving the United 
States a clear veto power in such cases. 

Loans and guarantees: On the all-important 
question of credits, the first thing to be noted 
is that the total of loans, participations and 
guarantees would be limited at all times to a 
maximum of 100 per cent of the Bank’s unim- 
paired capital, surplus, and reserves. In this 
respect, conservative counsels prevailed in the 
Conference, for earlier proposals were much 
more liberal. The original U. S. Treasury pre- 
liminary draft outline published last Fall con- 
tained no mention of maximum limitation on 
credit operations, and some of the ideas pressed 
at the conference are reported to have run to 
several times the Bank’s capital funds. 

The articles of agreement stipulate that the 
Bank, before guaranteeing or making loans, 
must satisfy itself in each particular case that 
the borrower would otherwise be unable to 
obtain the loan at “reasonable” terms else- 
where. While the Bank would be in a position 
to influence interest rates, the theory at least is 
that it would operate only in borderline cases 
where the risks are too great to hold much 
attraction for private capital alone. Eighty per 
cent of the Bank’s capital would be used to 
guarantee credits that presumably would pass 
through the regular banking and investment 
channels, with the Bank’s own direct loans 
limited to 20 per cent. 

Credits could be extended to member gov- 
ernments or to private enterprises in member 
countries, but would have to be for specific 
projects of reconstruction and development 
such as would increase the productivity of 
the country. They would require the written 
approval of a “competent committee”, ren- 
dered after “careful study of the merits of 
the proposal”. They would be fully guaranteed 
by the government, central bank, or other 
comparable agency of the country where the 
project is located. Of particular interest is 
the following: “In making or guaranteeing a 
loan, the Bank shall pay due regard to the pros- 
pects that the borrower ... will be in a position 
to meet its obligation under the loan” (italics 
ours) —an admonishment noticeably lacking 
in the case of the Fund. 

Inasmuch as most of the credits —at least 
in the early postwar period—are likely to be 
floated in the United States; it is worthy of 
note that no such credits could be floated in any 
country without approval of that country’s repre- 
sentative at the bank. 

All countries would share proportionately 
in the risks incurred by the Bank, and in case 
of default by any borrower on obligations 
guaranteed by the Bank would be expected to 
make good out of the unpaid share of their 
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capital subscription either in gold, U. S. dollars, 
or the currency in which the obligation was 
incurred. In other words, member countries 
have to put up the kind of money that will 
really discharge the Bank’s obligation. 
Commissions and interest: The Bank would 
charge a commission of not less than 1 per 
cent nor more than 1% per cent per annum 
for loan guarantees during the first ten years 
of operation, but thereafter, at the discretion 
of the Bank, the rate could be increased or 
decreased. Interest rates for direct loans 
would be at discretion of the management. 
Other provisions: The plan would become 
effective on ratification by nations represent- 
ing 65 per cent of the subscriptions, but not 
before May 1, 1945. Members could withdraw 


‘from the Bank by giving notice, but would 


remain liable for any of their direct or con- 
tingent liabilities outstanding with the Bank 
at the time of withdrawal. 


Bank Plan Safeguarded 


All in all, the foregoing summary would 
indicate that the conference, in drafting the 
Bank plan, has moved along fairly conserva- 
tive lines. This is particularly true with re- 
spect to the trimming down of the more ambi- 
tious proposals for the Bank’s lending power 
in relation to capital, and also in the various 
provisions inserted in the effort to safeguard 
individual credits. 2 

The plan has the advantage of simplicity, 
and in its use of the guarantee feature adopts 
a form of procedure in international lending 
made familiar by our Export-Import Bank. 
A somewhat similar plan was applied on a 
broader international scale in connection with 
certain loans issued under the auspices of the 
League of Nations in the ’20s and ’30s. 

One overall question that arises is whether 
the sum of $10 billion capital is not larger than 
necessary, considering both the large volume 
of gold and foreign exchange now held by many 
countries and available for immediate post- 
war needs, and also the fact that some coun- 
tries should be able to borrow on their own 
credit without guarantee. Bearing in mind 
that the Bank would not be expected to inter- 
vene except in borderline cases, the query 
posed by the London “Economist” seems 
pertinent: how many loans are there likely to 
be which are safe enough to meet the Bank’s 
standards and yet not safe enough to float on 
their own merits? There will be more such 
loans needed in the confusion and uncertainty 
of the immediate postwar period than later on. 

Then there is the question as to whether it 
would not be better for this country to do its 
own foreign lending without other countries 
having a say in the matter and with this coun- 
try in a better position to benefit from the 
trade flowing from such operations. This, of 
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course, could still be done in the case of loans 
good enough to attract private capital alone 
and loans by the Export-Import Bank. But 
in many situations of concern to a number of 
countries there is much to be said for a soundly 
conceived scheme for sharing such risks. 

The fact that none of the loans: issued or 
guaranteed by the Bank could be placed in this 
market without approval of the U. S. repre- 
sentative on the Bank directorate would afford 
this country a considerable measure of pro- 
tection. Congress might find it possible to 
strengthen this protection by certain require- 
ments as to appointment and qualifications of 
such representative, and in fact instruct this 
representative as to the reports he should make 
and even limit the amount of dollar loans he 
could approve in any given period. 

Certainly these and all other matters per- 
taining to the plan will need to be weighed 
most carefully by Congress. 


The International Monetary Fund 


In its action on the International Monetary 
Fund, intended for postwar currency stabiliza- 
tion, the Conference kept to the essential 
structure of the experts’ report which was 
discussed in earlier issues of this Letter. There 
would be set up an International Fund of $8.8 
billion, consisting of gold and currencies, of 
which the United States would be expected to 
subscribe $2,750 million. Countries running 
behind in their balances of payments and ex- 
periencing foreign exchange difficulties would 
be enabled to borrow (though the word “bor- 
row” is not used in the plan) other currencies 
from the Fund, but such borrowings would 
be intended only for short-run purposes and 
until such time as the payments might be re- 
stored to balance. 

Member countries, under the plan, would 
agree to consult with the Fund in fixing their 
exchange rates, and once fixed such rates could 
not be changed except under conditions laid 
down in the Fund agreement. Member coun- 
tries would also agree after a transitional 
period of several years to remove exchange 
controls as to payments on current interna- 
tional account, and not to impose exchange 
controls or engage in discriminatory exchange 
practices except as approved by the Fund or 
as otherwise provided in the agreement. 

In adopting the general framework of the 
experts’ plan, the Conference did, however, 
introduce a number of changes designed evi- 
dently to meet criticism that the Fund, as pro- 
posed, would make borrowing and changes of 
exchange rates too easy. 

The criticism, for example, that earlier 
drafts made no provision for an interest charge 
on borrowing was met*by introduction of a 
scale of interest charges graduated both as 
to duration and volume of borrowing. This 





would be in addition to a flat “service” charge 
on all borrowing of % per cent, which the 
Fund at its discretion could increase to 1 per 
cent or lower to % per cent. Under the gradu- 
ated scale, which would apply only to net 
borrowing (e.g. borrowing in excess of a mem- 
ber’s gold subscription), a country could bor- 
row net up to 25 per cent of its quota without 
interest for three months, after which it would 
pay % per cent for the next nine months, and 
a ¥% per cent step-up each year thereafter. On 
net borrowing between 25 and 50 per cent of 
quota the country would pay an additional 4% 
per cent for the first year, with a further % per 
cent increment each successive year; and so 
on up the scale. On the rate reaching 4 per 
cent the country would be required to consult 
with the Fund on ways in which the borrow- 
ing might be reduced; and on its reaching 5 
per cent the Fund — failing agreement with 
the country —could charge any rate it deems 
appropriate. 

The higher rates, of course, would apply only 
after a substantial period and to a compara- 
tively small portion of the borrowings. Thus, 
in the fifth year after net borrowings begin the 
average rate paid by a borrower would be only 
2% per cent, assuming that the borrowing 
country had exercised its full borrowing rights 
and exhausted its quota in four years. In the 
eighth year the average rate would be 4 per 
cent, and in the tenth year, 5 per cent (exclusive 
of the service charge). 

Another change introduced by the Confer- 
ence had to do with sliding scale voting. That 
is, countries whose currency was being bor- 
rowed from the Fund would get an additional 
vote for each $400,000 of their currency bor- 
rowed, while countries doing the borrowing 
would suffer a corresponding decrease in vot- 
ing power. On this basis, the United States 
might have its voting power increased from 
28 to 35 per cent, assuming the Fund’s supply 
of dollars was being fully exhausted. 

Still a third change tightened up somewhat 
the provision of earlier drafts relating to re- 
moval of exchange restrictions on current 
international payments. Under the experts’ 
plan countries still retaining such restrictions 
after a transitional period of three years would 
have been required to “consult with the Fund”, 
but final decision as to their retention or aban- 
donment apparently would have rested with 
the country and not with the Fund. Under the 
plan, as amended by the Conference, the tran- 
sitional period would be extended to five years, 
but at the end of that time the Fund could 
require the country to remove the restrictions 
under penalty of being denied access to the 
resources of the Fund. 

A fourth noteworthy change inserted by 
the Conference concerned the right of coun- 
tries to alter their exchange rates. The orig- 
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inal experts’ plan had been severely criticized 
in this country as apparently throwing the 
door wide open to currency changes. In the 
new draft the conditions under which countries 
may change their currency parities are made 
somewhat more specific. Moreover, if a coun- 
try changes the par of its currency over the 
Fund’s objections in cases where the Fund 
considers itself entitled to object, the Fund 
would be empowered to suspend the nation 
from using the Fund and might eventually 
expel the recalcitrant member permanently. 


Major Questions Still Unanswered 


Such changes are in the direction of safe- 
guarding the creditor countries, and as such 
will doubtless be looked upon in this country 
as all to the good, with the only question as 
to whether they go far enough. The general 
structure of the plan —with its system of 
quotas and rights to start borrowing without 
question of credit worthiness from a large gen- 
eral fund, which has been so widely criticized 
— remains unchanged. There is still the objec- 
tion that the plan places too much emphasis 
upon the financial and credit machinery of 
stabilization and too little on the underlying 
essentials of sound internal economies and 
liberal trade policies. 


Looking at the proposed changes from the 
standpoint of countries anticipating a debtor 
position gives, of course, quite a different 
slant. Thus, the London “Economist” — refer- 
ring obviously to the proposed graduated in- 
terest rate on borrowing — calls attention to 
“some new provisions for putting increased 
pressure on the chronic deficit country by tax- 
ing it upon the use it makes of the Fund in 
excess of its quota”, and observes regarding 
this and certain other alterations that “it must 
be said, in candour, that they are not improve- 
ments”. 


All of which only makes clearer the major 
dilemma in which the scheme finds itself. The 
creditor countries — and particularly the 
United States, which would have to put up one- 
half to two-thirds of the internationally valid 
money — naturally are concerned about having 
adequate safeguards against abuse of the Fund. 
Moreover, in return for the money they put up 
they would like to see real commitments made 
as to maintenance of exchange stability and 
abandonment of exchange restrictions. 


The debtor countries, on the other hand, 
are worried about their future position. They 
don’t know how well they are going to be 
able to handle their problems, hence are inter- 
ested in having credit as abundant and easy 
to get as possible and in retaining plenty of 
leeway in matters of currency policy. One of 
the less edifying features of the Conference 
was the bickering over quotas by countries 
wanting a larger share in the Fund which 


measures the right to borrow, but a smaller 
share in the Bank which measures the sharing 
of risks. 


Both the debtor and creditor viewpoints are 
entirely logical and understandable, given the 
circumstances, and the countries concerned do 
well to ponder the obligations they are asked 
to assume under a plan that seeks to anticipate 
the future so definitely and so far ahead. This 
is particularly true when it is considered how 
much that is vital to postwar currency stability 
is either not covered in the plan at all, or only 
inadequately. 


The outstanding and basic international eco- 
nomic problem not covered by these plans is 
the reconstitution of the British monetary and 
trade position. This is a necessary prerequisite 
not only to stability of the pound and reestab- 
lishment of free clearings with the sterling 
area, but to stability in wider areas in which 
the British pound and British trade have had 
vast influence. For five years Great Britain 
has poured out,her wealth and treasure in 
prosecuting the war, divesting herself of for- 
eign assets built up over more than a century 
of foreign investment and accumulating in- 
stead a huge foreign war debt in the form of 
short-term liabilities which are a constant 
overhanging threat to her currency. The 
solution of Britain’s problem is not to be 
found under either the plan for the Bank or 
that for the Fund; yet what would be the 
reaction in this country if—after pledging 
$1.3 billion for UNRRA, $2,750 million to the 
International Monetary Fund, and $3,175 mil- 
lion to the International Bank— people are 
told that this key situation, which lies at the 
heart of the postwar currency problem, has 
still to be taken care of. 


Then there are the many non-monetary 
aspects of currency stabilization, including 
especially the matter of commercial policy 
stressed in the Conference resolutions as one 
of the subjects upon which agreement was 
essential to attainment of the purposes of the 
Monetary Fund. Sponsors of the monetary 
agreement have repeatedly emphasized that 
it was but one step in a broad international 
program, but that step is so important and so 
contingent upon the success of other steps 
that logically come first that those who are 
charged with responsibility for ratification are 
entitled to ask for a clearer view of the whole 
program. 


The general agreement to postpone action 
on these matters until after the elections in 
this country serves the double purpose of 
keeping discussion free from political contro- 
versy and also providing an opportunity to 
clarify other aspects of the postwar economic 
program befcre taking action upon this part 
of it. 
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